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HIGHLIGHTS OF BUSINESS IN JU 


. Economic activity in July continued at a high level, 

although many indicators were below previous peaks. 
Comparisons with July, 1956, are distorted by the effect 
of the steel strike last year which abnormally reduced the 
level of many business series. For this reason July, 1955, 
serves as a better basis of comparison. 

Production indexes for steel, automobiles, bituminous 
coal, paperboard, and lumber in the early part of the 
month were all running below July, 1955; and the last two 
items, unaffected by last year’s steel strike, were below 
July, 1956, as well. Petroleum output, although still above 
the 1955 month, was running below July of last year, 
continuing the sharp decline from the Suez peak reached 
in March. Total carloadings were down from July, 1955, 
and heavy construction awards were off from the corre- 
sponding month in both 1955 and 1956. 

Electric power output in July held at about the same 
level above 1956 that it has throughout the year to date, if 
allowance is made for the strike-caused low of last July. 
Department store sales continued to hold up well, in re- 
cent weeks running about 4 percent above the correspond- 
ing period last year. Wholesale prices showed the sharpest 
rise of the year, reflecting the steel increase and further 
advances in food prices. 


Employment Holds at High 

Employment in June achieved a new high for the 
month of 66.5 million, up 1.3 million from May and about 
400,000 from June, 1956. The influx of students and grad- 
uates into the summer labor market accounted for most 
of the increase over May in employment and in the labor 
force, as it did for the 600,000 addition to the unemployed. 
If this and other seasonal factors are eliminated, total 
employment has shown little change 
since mid-1956. 


summer expansion in such industhes food 
processing. : 


Machine Tool Orders Sag 


Net machine tool orders in June of $42.9 million, al- 
though up more than 3 percent from the two and one-half 
year low in May, were still 31 percent below a year ago. 
With shipments running far ahead of new orders and 
continuing to rise as they have for the past nine months, 
unfilled orders at the end of June were down to 4.2 
months’ backlog on the basis of past shipping rates —a 
decline of about 50 percent in the past 15 months. 

In part, the lower level of net new orders in recent 
months reflects extensive cancellations. These have been 
running between $4 million and $5 million, but in June 
they jumped to $11 million. Some $7 million of the can- 
cellations in June were Air Force contracts, which shifted 
away from manned aircraft to guided missiles. Some tool 
makers fear that further cancellations will come from 
aircraft subcontractors whose operations will be affected 
by the changes in Air Force plans. 


Budget Surplus 

The Federal government reported a budget surplus for 
the year ended June 30 of $1.6 billion. Receipts totaled 
almost $71 billion, nearly $3 billion more than the pre- 


ceding fiscal year and almost $300 million above the Ad- 


ministration’s January estimate. Expenditures were placed 
at slightly more than $69.3 billion, also about $3 billion 
above fiscal year 1956 and $440 million above the January 

estimate. 
The government ended the fiscal year with a cash sur- 
plus of less than $3 billion, compared with over $5 billion 
for the preceding year. Trust ac- 


Seasonal gains in agricultural 
employment of 900,000 and in non- 
agricultural employment of 400,000 
accounted for the higher job total. 
Manufacturing employment in- 
creased 80,000 to 16.8 million, a 
smaller rise than usual for June. 
Further employment reductions in a 
number of durable-goods manufac- 
turing industries partially offset the 


Because of the annual vacation of 
the University Print Shop this is- 
sue of the Review is reduced in 
size. It omits the usual statistical 
data, which are generally not yet 
available. We shall be glad to send 
copies of the missing tables to any- 
one requesting them. The next is- 
sue will contain the usual 12 pages. 


count receipts and withdrawals are 
included in the cash figures. There 
was an unexpectedly large increase 
in Social Security benefits, as 
women made eligible by recent ieg- 
islation and self-employed farmers 
presented claims. It is now estimated 
that the Social Security System will 
pay out more benefits than it collects 
in taxes during this year and the 
next two. 
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After the Lull Ends 


“Business activity is unchanged. So is the outlook.” 
Both optimists and pessimists are in these terms enabled 
to hold to their established positions for the time being. 

The economy has held remarkably steady through the 
first half of the year —a period commonly referred to as 
“The Lull.” Conditions have been variously described as 
“spotty,” “characterized by crosscurrents,” and “a mixed 
pattern within a stable aggregate.” The question is, 
Which way will business move when the lull ends? 


Business Investment Points the Way 

The latest estimates by the Council of Economic Ad- 
visers show gross national product rising $4.4 billion to a 
second quarter annual rate of $433.5 billion. Half of the 
rise, $2.3 billion, took the form of a renewal of inventory 
accumulation. Most of the other half reflected continuing 
advances in personal and government services. Aggregate 
flow of goods and construction did not increase signifi- 
cantly in dollar terms and decreased in terms of physical 
volume. 

This point is emphasized because of its implications 
for business investment. The adequacy of both industrial 
capacity and business inventories must be judged in rela- 
tion to the flow of goods. There is nothing in the latest 
developments to controvert the prospect of an imminent 
downturn resulting from overexpansion. Investment in 
business fixed capital was discussed in the last issue and 
need not be considered further at this point. 

New information on residential construction makes the 
housing picture look somewhat stronger than was indi- 
cated here two months ago. A Census Bureau report indi- 
cates that vacancies declined a little during the past year. 
In addition, new housing legislation makes more funds 
available for mortgage loans and authorizes lower down 
payments; the latter provision is permissive only, but will 
be used if weakness persists. The effects of these changes 
are difficult to evaluate. They will tend to stabilize build- 
ing but seem likely to act as temporary holding measures 
only, without sufficient effect to keep the downward phase 
of the cycle wholly under control. : 

If there is to be any notable increase in gross private 
capital formation during the latter part of the year, there- 
fore, it will have to take the form of increased inventory 
accumulation. Analysts who think this likely appear to be 
way off base. There is no foundation for the statement 


made by some that an inventory adjustment has been 
completed. Except for the effects of the Suez crisis in 
bailing the oil industry out of the excess inventories ac- 
cumulated last year, there has been no net liquidation. 

Others have contended that inventory-sales ratios are 
improving. This is equally fallacious. The general move- 
ment of inventories has been up, and of sales, down. 
Month by month the ratio of inventories to sales has been 
rising. For manufacturers, it was 1.85 at the end of May, 
the highest since early 1954, and somewhat higher than at 
the 1953 peak just prior to the recession, 

There is little likelihood that business will want to 
accumulate inventories still faster. The best that can be 
said is that business is not concerned about present hold- 
ings. The auto industry, for example, has been continuing 
to add to inventories that are more than ample. If for any 
reason business becomes fearful, the reversal will have a 
far more seriously depressing effect than the moderate 
letdown in rate of accumulation thus far experienced. 


Consumption Will Go Along 


There is a wide disparity between what business is 
experiencing and what it expects. Thus, the latest figures 
for the steel industry show continuing weakness, but ex- 
ecutives state that production will pick up in the fall, with 
increased buying by the auto industry. The auto industry 
in turn has been hard put to maintain sales near last year’s 
despite further easing of credit terms. 

Most of the hope for a rise in auto sales is based on 
the fact that installment contracts from the peak 1955 
model year will be running out. The rebound could then 
occur on either of two hypotheses, One is that the burden 
of debt is easing. However, outstanding debt is currently 
reaching new peaks. In May, credit extensions were at a 
record high for the month, but the strong rise in repay- 
ments over the past two years kept the increase in debt 
well below that of May, 1955. Repayments will continue 
to rise, lagging as usual, so that the burden of monthly 
charges on consumer income will also be achieving new 
peaks in the months ahead. It is significant that credit 
expansion was at a faster rate in the second quarter but 
consumer expenditures for durable goods declined. 

The other hypothesis about auto sales is that consum- 
ers will insist on replacing their cars on a basis which 
keeps their monthly payments on auto debt at the same 
level. This is an interesting but not highly plausible spec- 
ulation. The devices that resulted in the exceptional sales 
stimulus of 1955 have been exploited and cannot be any- 
where near so effective again. In view of the increased 
market saturation, sales are likely to decline further, and 
the decline will accelerate if business weakens. 

Other consumer spending cannot be expected to hold 
the line. True, wage rates, personal income, and retail 
sales in some lines have continued to advance. These are 
all well-known lagging series in the business cycle; they 
tell little or nothing about the underlying direction of 
change in the economy. In the second quarter, consump- 
tion in real terms was down from the first quarter despite 
the continuing rise in services. It will continue to go 
along with investment if there is any serious weakening 
in general business. 


Can Optimism Prevail? 


There are evidently several possibilities for recession, 
and these might become sharp declines if business atti- 
tudes shift away from the prevailing optimism. On the 


(Continued on page 8) 
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ILLINOIS INDUSTRIES AND RESOURCES 


AIR CONDITIONING AND REFRIGERATION 


Although refrigeration is generally considered a rela- 
tively recent process, it is actually very old. Refrigeration 
by natural ice has been known for thousands of years. The 
first known artificial means of producing ice was intro- 
duced in Great Britain in 1834 by an American. Other 
systems followed. The Confederate States acquired a 
French ice-making apparatus during the Civil War when 

.the natural ice supply from the North was cut off. 

Domestic refrigerators were nearly unheard of before 
World War I, though some were available by 1911. Air 
conditioners, which have similar refrigerating character- 
istics, were not used in the home until after 1930 despite 
extensive application in some manufacturing plants. After 
air conditioning was first used in a movie theater in 1925, 
its use quickly spread to other large establishments such 
as restaurants and department stores. 


Scope of the Industry 

The refrigeration industry in the United States is 
complex, its products having many uses. The industry 
manufactures equipment ranging from industrial, com- 
mercial, and domestic refrigerators to milk coolers, auto- 
matic merchandising machines, and complete air-condi- 
tioning units. It has grown from 343 establishments in 
1939 to nearly 600 in 1956, with the most rapid growth 
coming shortly after World War II. In the same period 
the value added by manufacture increased 580 percent 
from $147 million to $1 billion. 

Despite the nearly 600 establishments, the industry is 
centered about the 10 largest firms, which in 1954 ac- 
counted for nearly 47 percent of the total value added by 
manufacture and 48 percent of the total employees. The 
entire industry employs about 128,000 persons, one-third 
of whom are engaged in making home refrigerators. 


Home and Business Refrigeration 

With the extension of domestic electrification, the 
refrigerator has become commonplace in the American 
home. Last year only 6 percent did not have refrigerators. 
In Illinois this percentage was even smaller. 

Despite the large number of plants in the industry as 
a whole, the nation’s entire output of domestic refrigera- 
tors is produced by only 22 establishments. Most of these 
plants are large; the average employment is nearly 2,000 
workers. The 18 home and farm freezer manufacturers, 
together with the home refrigerator companies, shipped 
a total of 4.6 million units valued at $1.5 billion last year. 

Postwar improvements in refrigeration, combined with 
changing marketing patterns, have led to development and 
expansion in uses of refrigerated units. For example, the 
producers of self-service beverage dispensing machines 
increased shipments of units 48 percent between 1947 and 
1954. In addition, the type of self-service fostered by the 
growth of supermarkets, which account for more than 50 
percent of all food sales, has increased the need for re- 
frigeration equipment and has created a switch from 
closed to open refrigerated cases. The growth in sales of 


prepackaged frozen foods has been an important factor 
in this greater need for refrigerated display space. 


Air Conditioning 

One of the significant postwar industrial developments 
has been the rapid growth of air conditioning. Despite 
this growth, only 2.6 million of the nation’s 46 million 
homes could boast air conditioners last year. Even home 
freezers, as a supplement to the family refrigerator, were 
more common —there were 7.7 million of them in the 
nation’s homes. 

Although sales of room air-conditioning units have 
risen steadily each year since 1946, their manufacturers 
face the recurrent problem of seasonality; most of their 
sales occur in the summer months. Central units which 
cool the entire house and operate alternately with the 
central heating system are linked primarily to new home 
construction because in most cases they are not easily 
installed in existing structures. On the other hand, room 
air conditioners, which exceeded all production records 
last year when more than 1.5 million units were shipped, 
have been popular because of lower prices. 

The greatest untapped market is unquestionably in ex- 
isting dwellings — the 43 million homes with no air condi- 
tioners. Sales of 4 million units from 1954 to 1956 still 
leaves 94 percent of the homes without air conditioners. 


The Industry in Illinois 

Illinois with 56 plants ranks third in total number of 
establishments manufacturing refrigeration machinery. 
Moreover, half of the State’s plants have 20 or more em- 
ployees. Only New York State has a greater number of 
plants as large. More than 6,500 persons are employed in 
all refrigeration manufacture in the State. 

In the entire industry Illinois was sixth in value added 
by manufacture during 1954. Moreover, the State gave 
signs of becoming even more important. For example, 
from 1947 to 1954 the value added by manufacture in- 
creased from 4 percent to 7 percent of the national total. 

Home refrigerators, mostly manufactured in the Chi- 
cago area, are the State’s foremost refrigeration product. 
Trailing only Ohio and Indiana, Illinois shipped mechan- 
ical refrigerators valued at $66 million in 1954, the most 
recent Census count for the State. Illinois is also a large 
producer of other types of refrigerating machinery, such 
as the automatic merchandising machines used for soft 
beverages. In 1954 it produced more than one-fifth of the 
national total. And during the same year it ranked third 
in production of compressors. In the production of air- 
conditioning and large refrigeration equipment, Illinois 
turned out nearly 10 percent of the total value of ship- 
ments in 1954. 

The trends that have advanced the refrigeration in- 
dustry are continuing. Addition of new households, in- 
creasing demands for frozen foods, and new applications 
of refrigeration for industrial and commercial use appear 
to ensure growth of the industry in Illinois. 
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RECENT ECONOMIC CHANGES 


hourly earnings amounted to $2.07 compared with $1.97 
last June, and weekly earnings averaged $82.60 compared 
with $79.20 last year. 


Vacancy Rate Down 


The Census Bureau reported a further decline in 
housing vacancy rates for the first quarter. According to 
the results of its January-March samples, vacancies 
dropped to 2.3 percent of the total stock of available non- 
seasonal houses for rent or sale from 2.7 percent a year 
ago. The decline was in the “for rent” portion. Vacant 
houses for sale accounted for only five-tenths of 1 percent 
of the stock, the same as in the first quarter of last year 
and in early 1950. 


Manufacturing Output and Hours 


Manufacturing production in June remained at the 
April-May level (seasonally adjusted), 2 percent below 
the first quarter and 1 percent above June of last year. 
The near-record level of output was maintained in the 
second quarter even though employment and hours 
worked have been declining (see chart). Between the 
first and second quarters man-hours dropped more than 
3 percent. 

Currently man-hours are only slightly above the early 
1954 level whereas output has increased 15 percent. The 
short-term productivity gain is further reflected in the 
fact that output in the second quarter equaled that in late 
1955, but 7 percent fewer man-hours were being used than 
a year and a half ago. 

Despite the reductions in the average workweek in 
manufacturing, workers in these industries are taking 
home larger pay checks than a year ago. In June average 


MANUFACTURING PRODUCTIVITY 
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Gross National Product Up 


The nation’s output of goods and services continued 
upward in the second quarter, according to preliminary 
estimates by the Council of Economic Advisers. Slightly 
over half of the advance represented a shift from moder- 
ate inventory liquidation to accumulation between the first 
and second quarters. A reduction in consumer expendi- 
tures for durable goods of almost a billion dollars was 
more than offset by higher outlays for nondurables and 
services, so total consumer expenditures rose by $1.1 bil- 
lion. Government expenditures also continued upward, 
rising by $1.7 billion during the quarter. 


GROSS NATIONAL PRODUCT OR EXPENDITURE 
(Seasonally adjusted, billions of dollars at annual rates) 


2nd Qir. Ist Qtr. 2nd 
1957* 1957 1956 
Gross national product........... 433.5 429.1 410.8 
Personal consumption......... 277.8 276.7 265.0 
Durable goods.............. 35.0 35.9 33.3 
Nondurable goods........... 138.1 137.3 132.7 
Domestic investment.......... 64.8 62.7 65.3 
New construction........... 32.8 32.8 33.6 
Producers’ durable equipment 30.5 30.7 27.2 
Change in business inventories ..3 —.8 4.6 
Nonfarm inventories only. . 2.0 —.3 5.0 
Foreign investment............ 3.5 4.1 1.2 
Government purchases......... 87.3 85.6 79.3 
INCOME AND SAVINGS 
342.4 337.7 325.3 
Disposable personal income....... 299.7 295.5 285.8 
21.9 18.9 20.8 


* Preliminary estimates by Council of Economic Advisers. 


Expenditures for private fixed investment held at 
about the first quarter level. Outlays for nonresidential 
buildings increased but expenditures for residential build- 
ings and producers’ durable equipment declined slightly 
more. Also on the negative side was a half billion dollar 
reduction in our foreign balance. 


Business Population Rises 


The number of business concerns operating in the 
United States totaled 4.3 million at the beginning of 1957, 
up more than 50,000 from a year earlier. In 1956 approx- 
imately 381,000 new businesses were established, 327,000 
were discontinued, and 327,000 were transferred to new 
owners, These totals approximated the 1955 experience. 
However, in 1956, a smaller proportion of new businesses 
were established in the second half than in 1955, in part 
reflecting the slowdown in business expansion. 

The business population increased by about a third 
between the immediate prewar period and 1956. The 
greatest relative growth in number of firms occurred in 
contract construction, which made up only 6 percent of 
the population in 1941, compared with 11 percent at the 
beginning of 1957. The proportion of operating firms ac- 
counted for by retail trade declined from 47 percent to 
44 percent, whereas the proportions for other industries 
were about the same in 1957 as in 1941. 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


Boating Boom 


Boating has entered the field of big business, accord- 
ing to a recent release by the American Finance Confer- 
ence. A broad range of sizes and prices allows the con- 
sumer to obtain a small, open boat with motor and trailer 
for less than $1,000 or a cabin cruiser for $6,500 to 
$75,000. Prefabricated hulls and kits also are available 
for those interested in doing it themselves. The boom in 
boating popularity has been attributed to its desirability 
as a family sport, to the development of less expensive 
marine equipment, and to the increasing availability of 
consumer credit in the marine field. 

Most popular of all boat types is the outboard motor 
boat, which accounts for more than three-fourths of the 
6 million boats in general use. Total sales in this segment 
of the industry were nearly $355 million in 1956, a jump 
of more than 50 percent over the previous year. 


Irrigated Land Gains 


The acreage of irrigated land increased about 14 per- 
cent between 1949 and 1954. An estimated 31.5 million 
acres were receiving water to supplement rainfall in 1956. 
The 17 western states account for 91 percent of this land. 
If Arkansas, Florida, and Louisiana are included, 98 per- 
cent of the national irrigated acreage is included. Nearly 
15 percent of the total cropland in these 20 states is 
irrigated, 

Irrigation is no longer restricted to the arid and semi- 
arid sections of the West. Although essential in those 
areas for intensive crop production, it is also being uti- 
lized in other geographic areas. Supplemental irrigation 
in the East has boomed since World War II. Irrigated 
acreage in the 28 eastern states jumped from 60,000 in 
1945 to 600,000 in 1954 with indications pointing to a 
continued expansion through 1956. The major uses of the 
supplemental water in the East are for rice, Irish pota- 
toes, pasture, corn, cotton, and tobacco. 


Multiple Jobholding 


Approximately 3.7 million persons held more than one 
job during the week ending July 14, 1956, according to a 
survey conducted by the United States Bureau of the 
Census. Results from a similar survey, conducted in July 
of 1950, indicated about half as many persons working at 
two or more jobs at that time. Part of the difference in 
the results of the two surveys is attributable to expansion 
in trade and service industries which has provided in- 
creased opportunities for “spare time” work. Another 
factor in the increase is the trend toward a shorter full- 
time workweek in some sectors of the economy. 

More than 11 percent of all agricultural workers had 
multiple jobs (see chart), whereas less than 5 percent of 
the total number of workers in nonagricultural industries 
had more than one job. However, with the nonagricul- 
tural industries category accounting for nearly nine- 
tenths of total employment, the estimated average for all 
employment was held down to 5.5 percent. 

The number of persons having concurrent farm and 
nonfarm jobs was estimated at 1 million. Of these, 60 
percent had primary nonfarm jobs, but worked at some 


time during the survey week on a farm. Almost a half 
million farm workers held two or more farm jobs. 

Among nonfarm wage and salary workers, 1.6 million 
persons held secondary jobs. Regardless of the industry 
type of the primary job, nearly three-fourths of these had 
secondary jobs in the trade and service groupings, reflect- 
ing the greater flexibility and availability of evening and 
weekend work in these lines. 


Plastic Silos 


Two models of plastic silos are now available to the 
farmer. One type, developed by the New Jersey Agricul- 
tural Station at Rutgers University in cooperation with 
the Bakelite Company, is built in layers similar to a 
wedding cake and covered with vinyl plastic. With an 
80-ton silage capacity, the container allows gases formed 
by heat reaction to escape yet keeps out oxygen, accord- 
ing to the manufacturer. 

The second silo, the VisQueen, consists of a black 
polyethylene film or tarpaulin which is placed over 
stacked silage. Burial of the ends in an 8- to 10-inch 
trench creates an airtight and weather-tight container 
that eliminates surface spoilage. Developed by researchers 
at Purdue University, tests indicated that temperatures 
were 25 to 30 degrees lower than those recorded in 
uncovered stack silos. Test results set the average tem- 
perature at about 98 degrees with a maximum tempera- 
ture of 110 degrees. The manufacturer, Visking Company, 
states that this silo can be used both for primary silage 
storage and as temporary or emergency storage capacity. 
For further information, write the company’s Plastics 
Division, Terre Haute, Indiana. 


MULTIPLE JOBHOLDING BY INDUSTRY AND 
CLASS OF WORKER, JULY, 1956 


TOTAL 


AGRICULTURE 


WAGE AND SALARY 
WORKERS 


SELF-EMPLOYED 
WORKERS 


NO NAGRICULTURE 


WAGE AND SALARY [= 3 
WORKERS 


SELF-EMPLOYED 
WORKERS 


l j 


5 10 
PERCENT IN EACH 
CATEGORY 


Source: U. S. Department of Commerce, Current Pop- 
ulation Reports, Series P-50, No. 74. 
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THE POSITION OF PAY-TV 


DALLAS W. SMYTHE, Professor of Economics and 
Research Professor, Institute of Communications Research 


Pay-TV thus far has been just an idea to which dif- 
ferent people, moved by contrasting motives, respond in 
relation to their needs. For many intellectuals, who feel 
some resentment against the practices of advertising on 
TV, the notion of pay-TV has the utopian appeal that it 
might deliver chamber music, operas, “Broadway plays,” 
and the like. For some businessmen and upper-income 
level white-collar people— who as consumers generally 
accept sponsored TV programs — the attraction has been 
that pay-TV should be tested by the free competition in 
the market place; if pay-TV survives this test, it is ob- 
viously the “best” sort of TV. Production personnel in 
the motion picture industry tend to project into the notion 
of pay-TV their liking for anything which potentially 
enlarges the market for their services. The vociferous 
support of sporting entrepreneurs is engaged for pay-TV 
quite frankly by the prospect of huge increases in their 
box-office take through the broadcast of major league 
baseball, or “championship” fights. The groups named 
account for most of the support enjoyed by the promoters 
of pay-TV. 


Economic Roots of the Controversy 


While their propaganda promises that pay-TV would 
bring all good things to all possible supporters, the pro- 
moters of pay-TV do not confuse themselves. For them 
the economic possibilities of the idea are attractive. They 
see that today about three-fourths of American homes use 
their TV sets for an average of about five hours a day. 
By the application of some simple arithmetic it is easy to 
estimate the volume of revenue which would be built up if 
pay-TV were authorized for broadcasting. Paramount’s 
subsidiary Telemeter disclosed its estimate in 1955 that if 
75 percent of TV sets were converted to pay-TV and if 
the average weekly payments per pay-TV user were $2.50, 
the total revenue of pay-TV would be about $4.5 billion 
by 1960. 

The creation of a new industry with this volume of 
business would add more than one-third to the total bill 
paid for recreation in personal consumption expenditures 
by the American people. It would be an industry with a 
dollar volume larger than the total consumer expenditures 
on magazines, newspapers, books, spectator sports, and 
commercial participant amusements combined. Evidently, 
the promoters of pay-TV are eying a jackpot of epochal 
size. This would be the reward for replacing in part at 
least a “free good” with a scarce “economic good.” 

One group of businessmen with experience in offering 
entertainment to mass audiences behind a box office have 
watched the growth of TV with consternation. According 
to a study by the Stanford Research Institute, between 
1946 and 1954 attendance at motion picture theaters de- 
clined 64 percent and revenues about 33 percent — for 
which TV was largely responsible. Coming, as it did, 
coincidentally with the revolution in motion picture or- 
ganization and trade practices caused by antitrust action, 
TV produced major dislocations in the theater business. It 
was to be expected that motion picture theaters would 
oppose the threat of pay-TV promoters to compete di- 
rectly with them for the viewer’s box-office dollar. 

Opposition to pay-TV has come primarily from the 


motion picture theaters and the TV broadcasters (includ- 
ing the networks and the largest TV set manufacturer, 
RCA). They, like the promoters of pay-TV, also have a 
direct economic stake in the issue. And like the promoters, 
the opponents assert that it so happens that their interests 
coincide with those of the American public. The great 
bulk of the American people whose interests would be 
affected by pay-TV have not been heard from directly. 
The issue did not enter the 1956 election campaign but 
several congressmen have spoken for the inarticulate 
majority. 

It must be evident from this preliminary review that 
the issue is complex and that arguments pro or con are 
mixed with power strategies in contending for a favor- 
able stance with respect to the public interest. It will 
perhaps clarify the situation if one reviews the history of 
the pay-TV idea, and then examines the arguments of the 
contestants. 


Existing State of TV 


Broadcasting, both by radio and by TV, with revenues 
coming from advertisers, has grown very rapidly. When 
it became apparent that a TV system was imminent, one 
major set manufacturer began a campaign for pay-TV, 
arguing that advertisers should not be expected to foot 
the multi-billion dollar bill which TV would present an- 
nually. Several other pay-TV promoters appeared and 
three sets of experiments were conducted. The results 
were not conclusive enough to gain FCC approval. 

Considerably upsetting to the promoters of pay-TV 
was the fact that advertiser support was, in fact, forth- 
coming in sufficient quantity to make broadcast TV grow 
very rapidly and profitably. Total advertising expendi- 
tures on TV rose in the six years following 1949 from 
less than $60 million to more than $1 billion, and have 
continued to rise above that level. Sets in use have passed 
the 40 million mark and the saturation of households with 
sets in major population centers ranges around 90 percent. 

The total number of TV stations now stands at 475. 
About four-fifths are VHF, and the other fifth, being 
UHF, are at a competitive disadvantage and are gener- 
ally unprofitable. FCC allocation policy under congres- 
sional pressure has moved spasmodically and insufficiently 
in the direction of the more competitive and abundant 
allocations possible through eliminating the mixture of 
VHF and UHF assignments in the same community. The 
total effect of its policy, however, has been to protect the 
more limited number of highly lucrative markets for 
VHF stations. 

Programming for TV has changed substantially since 
its first experimental efforts. The core of this program- 
ming has come to consist in dramatic materials ranging 
from western and crime types through comedy and ro- 
mance to “classics” from the legitimate stage and the 
unique TV type illustrated by “Marty” and “A Man is 
Ten Feet Tall.” While much of this drama is produced 
“live,” an increasing proportion is produced on film es- 
pecially for TV. In the field of sports, TV has broadcast 
major league baseball, the most popular college football 
games, boxing matches, leading horse races, and other 
sporting events. In the area of information and interpre- 
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tation of information, the Murrow “See It Now” series 
and the recent CBS broadcast of the interview with 
Krushchev are examples of TV at its best. 


Proposals For Pay-TV 


This is the setting in which pay-TV promoters had to 
work. There were, at the time of the FCC rule-making 
proceeding in 1955, three promoters with somewhat dif- 
ferent systems. All three start from the same point: They 
take the TV program signal ready for broadcast and 
scramble it so that only those viewers who pay to have it 
unscrambled may see it; on TV sets where no payment 
for unscrambling is made the program as received is so 
altered both as to sight and sound as to be unrecognizable. 

The business organization contemplated for the ad- 
ministration of pay-TV would revolve around the owners 
of patents for the devices used in coding and collection. 
They would license enterprises to sell or rent encoding 
and decoding equipment to TV stations and to the 
viewers. They would negotiate with the TV stations for 
the use of station time. They would arrange for programs 
to be presented by pay-TV, and conduct the advertising 
of programs and collection of revenues. They would pro- 
duce part but distribute all of the pay-TV programs. 

It is at once evident that the patents and standards 
are basic to an appreciation of the significance of pay-TV. 
If the FCC approved standards sufficiently general so that 
any one or more of the three systems could operate, the 
eligible owners probably would merge their interests or 
establish a geographical market separation. Thus, whether 
specific or general standards were established, the end 
result for a given community would probably be that its 
pay-TV programs would come to it (perhaps over several 
stations) from one program distributing organization 
associated with the patent holder. 

According to the promoters, pay-TV should be con- 
ceived as supplemental to sponsored TV and as consisting 
of “high-quality box-office programs.” Such programs 
were described as being “newly released feature-length 
motion pictures, Broadway plays and grand opera” or 
sporting events. Pay-TV was offered as a means to salva- 


tion for the legitimate theater, the minor league baseball 


team, and the community prizefight arena. It would rival 
conventional methods of marketing such “programs” but 
would be able to distribute them to larger audiences at 
lower prices than those charged at box offices. 

The promoters forthrightly asserted that “the arith- 
metic of low-cost mass distribution will also apply to 
subscription television.” As against free TV, it was ar- 
gued that the costs of using TV were rising so high as to 
force advertisers away from the medium — thus establish- 
ing a ceiling to the size and performance of TV. It was 
contended that first-run feature films are inherently too 
expensive for advertisers on TV, and that only through 
pay-TV can they be brought to home audiences. 

Possibly the promoters’ most interesting argument was 
that the FCC had the statutory duty to permit pay-TV 
“... if it determines only that subscription television holds 
some promise of making a contribution to our national 
television system.” The promoters were willing to risk 
their capital in the market place and to give up pay-TV 
if it proved unsuccessful. All they asked was a competi- 
tive chance. 


The Case for the Opposition 


The arguments against pay-TV ran as follows. It was 
contended that the public interest would be injured seri- 


ously by various consequences of pay-TV. Foremost 
among these was “blackout”: While pay-TV is in opera- 


tion, television channels dedicated to the use of the entire 


public would be blacked out to everyone except those 
willing and able to pay for the privilege of home viewing. 

Another was “siphoning”: So much money could be 
obtained from even a fraction of the normal viewing 
audience of any popular program that pay-TV would be 
able to bid away from free broadcasting any attraction 
that it wanted. This applied to present programs and to 
such additional material as free broadcasting would pre- 
sent in the normal course of its development unless 
artificially checked. 

The opponents argued that pay-TV could not be an 
addition to sponsored TV; it could only be a substitution 
for it and the siphoning process would divert program 
talent, audiences, and economic support from sponsored 
to pay-TV. It was contended that pay-TV promoters ig- 
nored the rising quality of sponsored TV programming 
and sought to justify pay-TV on programming arguments 
which were illusory. The promoters’ appeal to intellec- 
tuals would be unfulfilled because in practice pay-TV 
would program for the largest possible audience just as 
sponsored TV is said to do. 

Perhaps the most serious criticism of present TV pro- 
gramming is the charge that, while a minority of pro- 
grams do achieve what could be expected, the majority 


are far short of the goal. The shortcomings of the ma-_ 


jority apparently are imitativeness, devotion to trite 
clichés of plot, dialogue, and action, and excessive stereo- 
typing of characters. The single phrase “lack of diver- 
sity” sums up the charge. Before jumping to the coriclu- 
sion that substitution of box-office for advertiser support 
would remedy this situation, one should consider whether 
these characteristics are not common to all mass audience 
fare, however supported. The motion picture industry 
provided TV with the custom of the star system, pro- 
gramming in cycles, formula plots, and character stereo- 
typing. And with minor variations, the same criticism 
may be made of popular “box-office” fiction in magazines 
and books. The taste of the mass audience, as perceived 
by producers of mass entertainment, seems to require 
these characteristics when low-cost distribution in the 
market is the road to maximum profits. 

The “bait” of “first run” movies and plays, opponents 
said, was decidedly misleading. With the passage of time 
more and more of the backlogs of existing films are being 
released for sponsored TV broadcasts, and the remainder 
would shortly be released if a denial of pay-TV convinced 
Hollywood that the huge jackpots promised by pay-TV 
were not to be forthcoming. As for the legitimate theater, 
if producers put their first nights on pay-TV, the shows 
would be fashioned technically for TV, not for the living 
theater. In that case all that pay-TV offered would be the 
same type of drama that free TV now presents, but at 
greater cost. Pointing out that more money will not create 
new playwrights, new actors, or new directors, and that 
free TV now engages the best quality of each of these, 
opponents denied that pay-TV would raise the level of 
taste, talent, or intelligence in drama programs. 

The “bait” of sports events on pay-TV, according to 
CBS, would cost the viewer much more than the unit 
price of whatever new sports event he watched. For on 
the advent of pay-TV all sports events would be with- 
drawn from free TV and siphoned over to pay-TV. And 
leading sports entrepreneurs were quoted to this effect. 

The opponents also argued that pay-TV would place 
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an unfeasible burden on low-income families which own 
the majority of TV sets and which according to the latest 
available data spent less than $90 a year on motion picture 
admissions. In the unlikely event that such a family paid 
nominal prices for as much pay-TV programming as it 
watched in free TV in 1955, the annual cost per family 
would exceed $1,100 per year. But, it was argued, any 
conceivable payments to pay-TV would dislocate family 
expenditures which currently included only about $250 a 
year (for wage earners) for all recreation, reading, and 
education. 

‘Finally, the opponents argued that the approval of 
pay-TV would create a nationwide patent monopoly which 
would distribute all pay-TV programs and enjoy fantastic 
profits, 


Obstacles to Broadcast Pay-TV 


In the two years since 1955 the FCC has announced 
no decision on the merits of the issues raised. In this 
period there has been much activity by lobbyists and 
public relations men on béhalf of both the promoters and 
opponents of broadcast pay-TV. The FCC in May, 1957, 
invited the parties to the proceeding to submit statements 
on a series of questions concerning the specifications and 
conditions for further trial demonstrations which might be 
authorized. 

While this FCC action may be said to be a partial 
victory for the cause of broadcast pay-TV, other develop- 
ments of the past several years would seem to make it 
more difficult for the promoters of that idea to overcome 
the opposition it has aroused. The resources of free TV 
—both in terms of program materials and revenues — 
have increased in the interim. The “old movies” which 
were the butt of criticism on TV have been displaced by 
films released from the backlogs of more recent produc- 
tions. The vested interest of TV viewers in terms of 
receiver investment and habituation to free TV has been 
strengthened by the addition of several million additional 
TV homes. 

Possibly of even more importance, however, are the 
developments in wired-TV. Advocates of wired pay-TV 
point out that opposition to pay-TV was solely to the pro- 
posal that it use the airwaves. Their contention was that 
pay-TV should use wire lines—a proposal to which no 
one had objected. Wired pay-TV, they said, would avoid 
disruption to free TV broadcasting. It would also avoid 
the necessity for the installation of scrambling and un- 
scrambling devices and the disruption of the TV repair 
service industry. Plans were announced for demonstra- 
tions in several cities to determine public acceptance. 

Test transmissions are scheduled for the summer of 
1957 over a closed circuit toll TV system associated with 
motion picture theater interests. Franchises for wire sys- 
tems are currently being sought in a number of cities 
including Los Angeles and San Francisco where pay-TV 
promoters and major league baseball teams appear to be 
planning to offer games on pay-TV. And one company is 
rumored to be negotiating with Metropolitan Life Insur- 
ance Company to install wired TV in its 35,000 apart- 
ments located in seven cities. While wired pay-TV is 
evidently more expensive to operate — especially in larger 
cities — than broadcast pay-TV, it is very possible that 
the demonstrated feasibility of wired pay-TV will so alter 
the power positions of the parties in the FCC proceeding 
as to defeat the possibility of broadcast pay-TV. 
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After the Lull Ends 
(Continued from page 2) 


other hand, there is practically nothing in prospect to give 
the economy a new upward push. 

Government expenditures are still a plus factor, but 
their rise is slowing to the point of being dependent on 
price increases. The $5 billion rise in Federal spending 
during the past year means that two years of budgeted 
increase have been compressed into one. Although re- 
duced appropriations by Congress tend to be an ineffec- 
tive restraint on spending, administrative action is not 
equally so. The President’s orders to hold the line are just 
beginning to take effect. Any agreement on armaments 
reduction will work in the same direction. 

State and local spending has been pushing ahead at an 
annual rate of $3 billion. This is another lagging series in 
the cycle. It lags for two reasons: First, the needs it has 
to meet follow community development; it lags behind the 
housing boom. Second, the tax receipts available to state 
and local governments lag behind the retail sales and the 
accumulation of property on which the taxes are levied. 
The so-called “trend” in state and local expenditures can- 
not long survive an over-all business setback. 

The continuing advance in government spending in the 
period just ahead will probably be more or less offset by 
the prospective decline in net foreign investment. Exports 
were built up to a peak rate early this year. The effects 
of the Suez and Hungarian crises and of surplus farm 
commodity sales by the government are temporary fac- 
tors. Moreover, the loss of gold and dollar reserves is 
intolerable for many foreign countries and they will move 
to bring it to a halt. 

The talk of continuing inflation merely confuses the 
issue. Industry is in no position to maintain real invest- 
ment on the basis of price increases. The continuing rise 
in consumer prices tends to undermine real purchasing 
power. Moreover, most of the price increases have af- 
fected food, housing, and services; and increases concen- 
trated in these areas undermine purchasing power for 
industrial products still faster. Aside from the recent steel 
price advance, the structure of industrial prices has 
tended to weaken. Competitive pricing will increase with 
the widening gap between capacity and sales. Mariy steel- 
consuming industries are concerned over the situation, 
trying to decide whether or not it will permit them to pass 
the increase on to their customers. There is hardly any- 
thing in the price picture to provide a continuing stimulus 
to business. 

It is not impossible, of course, that the lull should end 
in a new advance. The case in favor of any large or pro- 
longed advance is rather far-fetched. A better case can 
be made in favor of a sharp break within a few months, 
in which investment programs are not just permitted to 
run down but are actively curtailed. The most probable 
outcome is that the lull will drift into a moderate reces- 
sion later this year, tending to accelerate as we move into 
1958. VLB 
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